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BEFORE THE ARIZONA C O R P O ~ ~ ~ ~ G ~ h 4 ' 1 8 h O N  

SUSAN BITTER SMITH 

BOB STUMP 

Chairman 

Commissioner 

Commissioner 
BOB BURNS 

DOUG LITTLE 
Commissioner 

TOM FORESE 
Commissioner 

IN THE MATTER OF THE APPLICATION 
OF EPCOR WATER ARIZONA, INC. FOR A 
DETERMINATION OF THE CURRENT 
FAIR VALUE OF ITS UTILITY PLANT 
AND PROPERTY AND FOR INCREASES 
IN ITS RATES AND CHARGES FOR 
UTILITY SERVICE BY ITS MOHAVE 
WATER DISTRICT, PARADISE VALLEY 
WATER DISTRICT, SUN CITY WATER 
DISTRICT, TUBAC WATER DISTRICT, 
AND MOHAVE WASTEWATER DISTRICT 

DOCKET NO. WS-01303A-14-0010 

NOTICE OF ERRATA 

An incorrect Schedule 9 was attached to the Ms. Ahern's Rebuttal Testimony filed 

3n February 9,201 5. The version of Schedule 9 attached to this filing should replace the 

Schedule 9 originally docketed. 

RESPECTFULLY SUBMITTED this 25th day of February, 2015. 

LEWIS ROCA ROTHGERBER, LLP 
r. 

MW 
Thomas CamDbell 
Michael T. Hillam 
201 E. Washington Street 
Phoenix, AZ 85004 

Attorneys for EPCOR Water Arizona, Inc. 
(602) 262-5340 
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ORIGINAL AND thirteen (13) copies 
of the foregoing hand-delivered this 
25th day of February, 2015, to: 

The Arizona Corporation Commission 
Utilities Division - Docket Control 
1200 W. Washington Street 
Phoenix, Arizona 85007 

Copy of the foregoing hand-delivered 
this 25th day of February, 2015, to: 

Steve Olea 
Utilities Division 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, Arizona 85007 

Dwight D. Nodes, Law Judge 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, Arizona 85007 

Janice Alward. Chief Counsel, 
Legal Department 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, Arizona 85007 

Copy of the foregoing inailed 
this 25th day of February, 2015, to: 

Daniel W. Pozefsky 
RUCO 
11 10 W. Washington St., Suite 220 
Phoenix, AZ 85007 

Rich Bohman, President 
Santa Cruz Valley Citizens Council 
P.O. Box 1501 
Tubac, AZ 85646 

Greg Patterson 
WUAA 
916 W. Adams, Suite 3 
Phoenix, AZ 85007 
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Delman E. Eastes 
2042 E. Sandtrap Lane 
Fort Mohave, AZ 86426 

Marshall Magruder 
P.O. Box 1267 
Tubac, AZ 85646-1267 

William F. Bennett 
Legal Counsel 
Paradise Valley Country Club 
7 10 1 N. Tatum Blvd 
Paradise Valley, AZ 85253 
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Robert J. Metli 
Munger Chadwick, P.L .C. 
2398 E. Camelback Rd, Suite 240 
Phoenix, AZ 85016 

Andrew M. Miller 
Town Attorney 
6401 E. Lincoln Drive 
Paradise Valley, AZ 85253 

Jim Stark, President 
Greg Eisert 
Sun City Home Owners Association 
1040 1 W. Coggins Drive 
Sun City, AZ 853 5 1 

Albert E. Gervenack 
1475 1 W. Buttonwood Drive 
Sun City West, AZ 85375 
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EPCOR Water Arizona Inc. 
Brief Summarv of Common Eauitv Cost Rate 

Proxy Group of 
Nine Water 

No. Principal Methods Companies 

1. Discounted Cash Flow Model (DCF) (1) 8.52 % 

2. Risk Premium Model (RPM) (2) 10.97 

3. Capital Asset Pricing Model (CAPM) (3) 9.72 

Indicated Common Equity Cost Rate before Adjustment 
for Business Risks 5. 

6. Credit Risk Adjustment (4) 

7. Business Risk Adjustment (5) 

8. Indicated Common Equity Cost Rate 

9. Recommended Common Equity Cost Rate 

9.72 % 

0.24 

0.30 

10.26 % 

10.25% 

Notes: (1) From page 2 of this Schedule. 
(2) From page 3 of this Schedule. 
(3) From page 14 of this Schedule. 
(4) Credit risk adjustment to reflect the EPCOR Water Arizona Inc.'s greater credit risk 

as discussed in Ms. Ahern's direct testimony. 
(5) Business risk adjustment to reflect EPCOR Water Arizona Inc.'s greater business 

risk due to its small size relative to the proxy group as detailed in Ms. Ahern's direct 
testimony. 
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Proxy Group of Nine Water 
Companies 

American States Water Co 
American Water Works Co , Inc 
Aqua America. Inc 
Artesian Resources Corp 
California Water Service Group 
Connecticut Water Service, Inc 
Middlesex Water Company 
SJW Corporation 
York Water Company 

Average 

Median 

FPCOR Water 
Indicated Common Equity Cost Rate Using the Discounted Cash Flow Model for 

ihe Prow GrouD af Nine Water ComDanies 

Source of Information: 

1 

Average 
Dividend 
Yield (1) 

2.42 O h  

2.38 
2.63 
4.03 
2.60 
2.94 
3.48 
2.51 
2.80 

2 

Value Line 
Projected 
Five Year 
Growth in 
EPS (2) 

6.50 % 
7.50 
8.50 

NA 
7.50 
7.00 
5.00 
7.00 
7.00 

3 

Reuters 
Mean 

Consensus 
Projected 
Five Year 

Growth Rate 
in EPS 

2.00 % 
8.20 
4.00 

NA 
6.00 
5.00 

NA 
NA 
NA 

4 

Zack's 
Five Year 
Projected 
Growth 
Rate in 

EPS 

200 % 
7 90 
5 00 

NA 
6 00 
5 00 

NA 
NA 
NA 

5 

Yahoo1 
Finance 

Projected 
Five Year 
Growth in 

EPS 

200 % 
8 20 
4 00 
4 00 
6 00 
5 00 
2 70 
14 00 
4 90 

Average 
Projected 
Five Year Adjusted 
Growth in Dividend 
EPS (3) Yield (4) 

3.13 % 2.46 % 
7.95 2.47 
5.38 2.70 
4.00 4.11 
6.38 2.68 
5.50 3.02 
3.85 3.55 
10.50 2.64 
5.95 2 88 

8 

Indicated 
Common 

Equity 
Cost Rate 

(5) 

559 % 
1042 
8 08 
8 1 1  
9 06 
8 52 
7 40 
13 14 
8 83 

880 % 

852 % - 
NA= Not Available 
NMF = Not Meaningful Figure 

Notes: 
(1) Indicated dividend at 12/31/2014 divided by the average closing price of the last 60 trading days 

(2) From pages 16 through 24 of this Schedule. 
(3) Average of columns 2 through 5 excluding negative growth rates. 
(4) This reflects a growth rate component equal to one-half the conclusion of growth rate (from column 

6) x column 1 to reflect the periodic payment of dividends (Gordon Model) as opposed to the 
continuous payment. Thus, for American States Water Co. , 2.42% x (I+( 1/2 x 3 13%) ) = 2 46%. 

ending 12/31/2014 for each company. 

(5) Column 6 + column 7 

Value Line Investment Survey 
www.reuters.com Downloaded on 01/12/2015 
www.zacks corn Downloaded on 01/12/2015 
www.yahoo corn Downloaded on 01/12/2015 



EPCOR Water Arizona Inc. 
Summary of Risk Premium Models for the 

Prow Grow of Nine Water ComDanies 

Predictive Risk 
Premium Model TM 

(PRPMTM) (1) 

Proxy Group of 
Nine Water 
Companies 

11.35 % 

Risk Premium Using 
an Adjusted Total 
Market Approach (2) 9.82 % 

Average 10.97 % 

Notes: 
(1) From page 4 of this Schedule. 
(2) From page 5 of this Schedule. 
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EPCOR Water Arizona Inc. 
Indicated Common Equity Cost Rate 

Through Use of a Risk Premium Model 
Usina an Adiusted Total Market Approach 

Line No. 

1. 

2. 

Prospective Yield on Aaa Rated 
Corporate Bonds (1) 

Proxy Group of 
Nine Water 
Companies 

4.85 % 

Adjustment to Reflect Yield Spread 
Between Aaa Rated Corporate 
Bonds and A Rated Public 
Utility Bonds 0.15 (2) 

3. Adjusted Prospective Yield on A Rated 
Public Utility Bonds 5.00 % 

4. Adjustment to Reflect Bond 
Rating Difference of Proxy Group (0.01) (3) 

5. Adjusted Prospective Bond Yield 4.99 % 

6. Equity Risk Premium (5) 4.83 

7. Risk Premium Derived Common 
Equity Cost Rate 9.82 % 

Notes: (1) Consensus forecast of Moody's Aaa Rated Corporate bonds from 
Blue Chip Financial Forecasts (see pages 11 - 12 of this 
Schedule). 

(2) The average yield spread of A rated public utility bonds over Aaa 
rated corporate bonds of 0.15% from page 8 of this Schedule. 

(3) Adjustment to reflect the AI/A2 Moody's bond rating of the proxy 
group of nine water companies as shown on page 6 of this 
Schedule. The 1 basis point adjustment is derived by taking 1/6 of 
the spread between Aa2 and A2 Public Utility Bonds (1/6 * 0.06% 
= 0.01%). 

(4) From page 6 of this Schedule. 
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Moody's 
Bond Ratinq 

Aaa 

Aal  
Aa2 
Aa3 

A I  
A2 
A3 

Baal 
Baa2 
Baa3 

Bal  
Ba2 
Ba3 

B 
B2 
B3 

Numerical Assignment for 
Moody's and Standard & Poor's Bond Ratings 

Numerical 
Bond Weiqhting 

1 

2 
3 
4 

5 
6 
7 

8 
9 
10 

11 
12 
13 

14 
15 
16 
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Standard & Poor's 
Bond Rating 

AAA 

AA+ 
AA 
AA- 

A+ 
A 
A- 

BBB+ 
BBB 
BBB- 

BB+ 
BB 
BB- 

B+ 
B 
B- 
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Line 
No. 

1. 

2. 
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EPCOR Water Arizona Inc. 

Judgment of Equity Risk Premium for 
the Proxy Group of Nine Water Companies 

Proxy Group of 
Nine Water 
Companies 

Calculated equity risk 
premium based on the 
total market using 
the beta approach (1) 

Mean equity risk premium 
based on a study 
using the holding period 
returns of public utilities 
with A rated bonds (2) 

3. Average equity risk premium 

Notes: (1) From page 10 of this Schedule. 
(2) From page 13 of this Schedule. 

4.80 % 

4.86 

4.83 % 
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EPCOR Water Arizona Inc. 
Derivation of Equity Risk Premium Based on the Total Market Approach 

Using the Beta for 
the Proxv Group of Nine Water Companies 

Proxy Group of 
Nine Water 
Companies 

Based on SBBl Valuation Yearbook Data: 

1. lbbotson Equity Risk Premium (1) 

2. lbbotson Equity Risk Premium based on PRPMTM (2) 

Based on Value Line Summarv and Index: 

Equity Risk Premium Based on Value Line 
Summary and Index (3) 3. 

5.85 % 

9.31 

5.39 

4. Conclusion of Equity Risk Premium (4) 6.85 % 

5. Adjusted Value Line Beta (5) 0.70 

6 Beta Adjusted Equity Risk Premium 4.80 % 

Notes: (1) Based on the arithmetic mean historical monthly returns on large company common 
stocks from IbbotsonCO SBBKB 2014 Classic Yearbook - Market Results for Stocks, 
Bonds, Bills, and Inflation minus the arithmetic mean monthly yield of Moody's Aaa 
and Aa corporate bonds from 1926 - 2013. (12.05% - 6.20% = 5.85%). 

(2) The Predictive Risk Premium Model (PRPMTM) is discussed in Ms. Ahern's 
accompanying direct testimony. The lbbotson equity risk premium based on the 
PRPMTM is derived by applying the PRPMTM to the monthly risk premiums between 
lbbotson large company common stock monthly returns minus the average Aaa and 
Aa corporate monthly bond yields, from January 1928 through November 2014. 

(3) The equity risk premium based on the Value Line Summary and Index is derived from 
taking the projected 3-5 year total annual market return of 10.24% (described fully in 
note 1 of page 15 of this Schedule) and subtracting the average consensus forecast 
of Aaa corporate bonds of 4.85% (Shown on page 5 of this Schedule). (10.24% - 
4.85% = 5.39%). 

(4) Average of Lines 1, 2, & 3. 
(5)  Median beta from page 14 of this Schedule 

Sources of Information: 
IbbotsonCO SBBl@ 2014 Classic Yearbook - Market Results for Stocks, Bonds, Bills. 
and Inflation, Morningstar, Inc., 2014 Chicago, IL. 
Industrial Manual and Mergent Bond Record Monthly Update. 
Value Line Summary and Index 
Blue Chip Financial Forecasts, January 1, 2015 and December 1, 2014 
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Consensus Forecasts Of U.S. Interest Rates And Key Assumptions’ 
..................................... Ilistory----------------------------------------- 
_- -- _ _  - Average For Weeh Ending------ ----Average For Month---- Latest Q* 

Interest Rates _ _ _ _ _ _ _ - -  Dec. 26 Dec. 19 Dec. 12 Dec. 5 Nov. Oct. & 4 0  2014 
Federal Funds Rate 0.13 0.12 0.12 0.10 0.09 0.09 0.09 0.10 
Prime Rate 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.25 
LIBOR. 3-mo. 0.24 0.23 0.23 0.23 0.23 0.23 0.23 0.23 
Commercial f’aper. I-mo. 0.12 0.1 1 0.11 0.10 0.07 0.06 0.06 0.08 
Treasury bill. 3-mo. 0.04 0.04 0.03 0.02 0.02 0.02 0.02 0.03 
Treasurq bill. 6mo .  0.13 0.11 0.10 0.08 0.07 0.05 0.04 0.08 
Treasury bill. I yr. 0.26 0.23 0.20 015  0.13 0.10 0.11 0.15 
1 reasurq note, 2 yr 0.70 0.63 0.61 0.56 0.53 0.45 0.57 0.54 
Treasurq note. 5 yr. 1.69 1.61 1.61 1.60 1.62 1.55 1.77 1.60 
Treasury note, 10 yr. 2.21 2.14 2.19 2.27 2.33 2.30 2.53 2.27 
Ireasury note. 30 yr. 2.80 2.75 2.84 2.97 3.04 3.04 3.26 2.96 
Corporate Aaa bond 3.78 3.74 3.75 3.90 3.92 3.92 4.11 3.87 
Corporate Baa bond 4.75 4.72 4.72 4.79 4.79 4.69 4.80 4.74 
State & Local bonds na 3.65 3.65 3 83 3.96 3.96 4.13 3.86 
Home mortgage rate na 3.80 3.93 3.89 4.00 4.04 4.16 3.97 

I Q  2Q 3Q 4 4  I Q  2 4  3 4  4Q* 
Kcy Assumptions ~~~~~~l4~ 
Major Currency Index 74.7 76.4 76.7 76.0 77.1 76.6 77.8 83 9 
Real GDP 2.7 1.8 4.5 3.5 -2.1 4.6 5.0 2.7 
GDP Price Index 1.3 1.2 1.7 1.5 1.3 2.1 1.4 I O  
Consumer Price Index 1.2 0 4  2.2 1.1 1.9 3.0 1.1 -0 9 
Forecasts for interest rates and the Federal Reserve’s Malor Currency index represent averages for the quarter Forecasts for Real GDP GDP Price Index and Consumer Price 
Index are seasonally-adjusted annual rates of change (saar) Individual panel members’ forecasts are on pages 4 through 9 Historical data for interest rates except LIBOR is from 
Federal Reserve Releahe (FRSR) H I 5  1 IUOR quotes available froin /he Wull Sireel l o fund  Interest rate definitions are same as those in FRSR 1 1  15 Treasury yields are 
reported on a constant maturity basis IIistorical data for Fed’s Major Currency Index I $  from FRSR H I O  and G 5 Historical data for Real GDP and GDP Chained Price Index 
are from the Bureau of Economic Analysis (BEA) Consumer Price Index (Cl’l) historq is from the Department oflabor’s Bureau of Labor Stati5tics (BLS) ‘Ijuiufor 4Q 2014 
M u p  (‘?drrenc) lnder hured on duin ihrough Ilecemher 23 I~igures for  40 21114 I<eul ( ; / ) I > ,  GIjP (’humed l’rrce Index und on~umer I ’ I I U  Index ure tontenrzr5 forenrr i t  
h o w l  on (1 y m u l  pie5‘lion urkedof /Iiepnnelrr/\ ‘ / h i ,  monrh 

________________________________________History ________________________________________--- 

U.S. Treasury Yield Curve 
Weekended December26,2014 and YearAgo vs 

1 0  2014and2Q2016ConsensusForecasts 

4.50 4.50 

4.00 

3.50 

4.00 -- __ YearAgo 

-X- Welerded12126’14 - Cmhen6U6 2Q 201 6 

-+- Cmsensus 1Q2015 

3.50 -- 
3.00 

Q 
1.50 

1.00 

0.50 

0.00 

1.00 

0.50 

3mO 6mo lyr 2yr 5yr 10yr 30yr 
Maturities 

Corporate Bond Spreads 
As ofweekended December26,2014 
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Long-Range Estimates: 
The table below contains results of our semi-annual long-range CONSENSUS survey. There are also Top 10 and bottom I0 averages for each varia- 
ble. Shown are estimates for the years 2016 through 2020 and averages for the five-year periods 2016-2020 and 2020-2025. Apply these prqjections 
cautiouslj. Few economic. demographic and political forces can be evaluated accurately over such long time spans. 

lnterest Rates 
1 .  Federal Funds Rate 

2. Prime Rate 

3. I.,IROR, 3-Mo. 

4.  Commercial Paper. I -Mo.  

5.  ' Iremury W i l l  Yield. 3-Mo. 

6. Treasury Rill Yield. 6-Mo. 

7 .  Treasury Bill Yield, I-Yr. 

8 .  Treasury Note Yield. 2-Yr. 

10. Treasury Note Yield, 5-Yr. 

1 I .  Treasury Note Yield, 10-Yr. 

12. Treasury Bond Yield, 30-Yr. 

13. Corporate Aaa Bond Yield 

13. Corporate Baa Bond Yield 

14. State & 1 .oca1 Bonds Yield 

15. Home Mortgage Kate 

A. FRR - Major Currency Index 

B. Real CJDP 

C .  GDP Chained Price Index 

D. Consumer Price I n d e ~  

-------L--- Average For The Year------------ 
2016 2017 2018 2019 2020 2016-2020 2021-2025 

<:ONSENSIIS 1.8 2.9 3.6 3.7 3.7 3.1 3.6 
. lop 10 Average 2.4 3.7 4.2 4.2 4.2 3.7 4.1 
Bottom I O  Average 1.2 2.3 2.9 3 .o 3 .0 2.5 2.9 

CONSENSZJS 4.7 5.8 6.5 6.6 6.6 6.0 6.5 
Top 10 .4verage 5.4 6.6 7.1 7.2 7.2 6 .7  7.1 
Bottom I0 Average 4 .2  5.2 5.8 5.9 5.8 5 .4  5.6 

CONSENSIJS 2.1 3.2 3.7 3.9 3.9 3.3 3.8 
Top 10 Average 2.7 3 .9  4.3 4.4 4.4 3.9 4.3 
Bottom 10 Average 1 .5 2.5 3.1 3.2 3.3 2.7 3.3 

CONSENSZJS 1.9 3.0 3.5 3.7 3.7 3.1 3.7 
Top 10 Average 2.4 3.5 4 .o 4.2 4.2 3.6 4 .2  
Bottom 10 Average 1.5 2.5 3 .o 3.1 3.2 2.7 3.2 

CONSENSIJS 1.8 2.9 3.4 3.6 3.6 3 .O 3.5 
Top 10 Average 2.4  3.6 4.0 4.2 4.1 3.7 4.1 
Bottom 10 Average 1.3 2.2 2 .9  2.9 2 .9  2 .4  2.7 

CONSENSUS 2.0 3.0 3.6 3.7 3.7 3.2 3.6 
'Top I O  Average 2.5 3.8 4 .2  4 .4  4.3 3 .x 4.2  
Bottom 10 Average 1.5 2.4 3 .0 3.1 3.1 1.6 2.8 

CONSENSIJS 2.1 3.2 3.7 3.8 3.8 3.3 3.7 
Top 10 Average 2.8 3.9 4.4 4.5 4.4 4.0 4.3 
Bottom 10 Average I .6 2.5 3.1 3.1 3.2 2.7 2.9 

CONSENSUS 2.5 3.4 3 .'> 4.0 4.0 3.6 4.0 

Five-Year Averages 
- - - - -  

Top I0 Average 3.3 4.1 4.5 4 .7  4.6 4 .2  4.5 
Bottotn 10 .4verage 1.9 2.8 3.3 3.3 3.3 2.9 3.2 

CONSENSUS 3.1 3.8 4.2 4.3 4.3 4.0 4.3 
l'op 1 0 Average 3.8 4.5 4.9 5.1 5.1 4.7 4.9 
Bottom 10 Average 2.6 3.2 3.6 3.5 3 .6  3.3 3.6 

CONSENSCJS 3.7 4.3 4.6 4.7 4.7 4.4 4.6 
Top 1 0  Average 4.4 5.0 5.4 5.6 5.6 5.2 5.4 
Bottom 10 Average 3.2 3.5 3.8 3.8 3.9 3.7 3 .v 

CONSENSZJS 4.3 4.8 5.0 5.1 5.2 4.9 5.1 
Top 10Average 5.0 5.6 5.9 6.2 6 .2  5.8 6 .0  
Bottom 10 Average 3.7 4 .0  4 .2  4 .2  4.3 4.1 4.3 

CONSENSZIS 5.1 5.6 6.0 6.1 6.1 5.8 6.1 
' lop 10 Average 5.8 6.4 6.8 7.0 7.0 6.6 6.8 
Bottom 10 .4verage 4.5 4.8 5.1 5.1 5.2 5 .0 5.4 

CONSENSUS 6.0 6.5 6.8 6.9 7.0 6.6 7.0 
Top 10 Average 6.7 7.3 7.7 7 .9  7 .9  7.5 7.7 
Bottom 10 Acerage 5.4  5.6 5 .9 5.9 6 .0 5 .X 6.2 

CONSENSLJS 4.9 5.2 5.4 5.4 5 -4 5.2 5.3 
Top 10 .4verage 5.5 5.7 6.0 6.1 6.1 5.9 6.0 
Bottom 10 Average 4.3 1.6 4 .7  4.7 4.7 4.6 4 .7  

CONSENSUS 5.2 5.8 6.2 6.3 6.3 6.0 6.2 
Top I0 Average 5.9 6.5 7.1 7.2 7.2 6.8 7.0 
Bottom 10 Average 4.6 5.1 5.5 5.5 5.5 5.2 5.3 

CONSENSCIS 83.6 83.3 82.7 82.4 82.1 82.8 82.0 
'lbp 10 Average 86.7 86.7 86.6 86.5 86.6 86.6 86.3 
Bottom 10 Average 80.3 79.8 78.5 77.9 77.3 78.7 77.4 

---------_ Year-Over-Year, % Change---------, 

CONSENSZJS 2.8 2.8 2.6 2.4 2.4 2.6 2 -3 

Five-Year Averages 
2016 2017 2018 2019 2020 2016-2020 2021-2025 - - - -  

Top 10 Average 3.2 3.1 2 .9  2.8 2.7 2 .9  2 .6  
Bottom 10 Average 2.6 2.4 2 .3  1.8 2.0 2.2 2.0 

CONSENSUS 2.0 2.2 2.2 2.1 2.1 2.1 2.1 
Top 10 Average 2.3 2 .7  2.6 2.5 2.4 2.5 2.5 
Bottom 10 Average 1.7 1.8 1.8 1.8 1.8 I .8 1 .8 

CONSENSUS 2.3 2.5 2.4 2.3 2.3 2.4 2.3 
Top 10 Average 2.7 3.1 3 .0 2.8 2.7 2 .8  2.7 
Rottoni 10 Average 2.0 2.0 2.0 1.9 1.9 1.9 1.9 
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EPCOR Water Arizona Inc. 
Derivation of Mean Equity Risk Premium Based on a Study 

Usina Holdincr Period Returns of Public Utilities 

Arithmetic Mean Holding Period Returns on 
the Standard & Poor's Utility Index 1928- 
2014 (2): 

Over A Rated 
Moody's Public Utility 

Bonds (1) 

10.69 % 

Arithmetic Mean Yield on Moody's A Rated 
2. Public Utility Yields 1928-2014 (6.48) 

3. Historical Equity Risk Premium 4.21 % 

Forecasted Equity Risk Premium Based on 
4. P R P M ~ ~  (3) 5.51 

Average of Historical and PRPMTM Equity 
5. Risk Premium 4.86 % 

Notes: (1) 

(2) 

Based on S&P Public Utility Index monthly total returns and Moody's Public 
Utility Bond average monthly yields from 1928-2014. 

Holding period returns are calculated based upon income received (dividends 
and interest) plus the relative change in the market value of a security over a 
one-year holding period. 

The Predictive Risk Premium Model (PRPMTM) is applied to the risk premium of 
the monthly total returns of the S&P Utility Index and the monthly yields on 
Moody's A rated public utility bonds from 1928 - 2014. 

(3) 
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EPCOR Water Arizona Inc, 
Indicated Common Equity Cost Rate Through Use 

of the Traditional Capital Asset Pricinq Model (CAPM) and Empirical Capital Asset Pricina Model (ECAPM) 

- 1 - 2 - 3 4 

Value 
Line Traditional 

Proxy Group of Nine Water Adjusted Market Risk Risk-Free CAPM Cost 
Companies Beta Premium (1) Rate (2) Rate (3) 

American States Water Co. 
American Water Works Co., Inc 
Aqua America, Inc. 
Artesian Resources Corp. 
California Water Service Group 
Connecticut Water Service, Inc. 
Middlesex Water Company 
SJW Corporation 
York Water Company 

0.70 7.83 % 
0.70 7.83 
0.70 7.83 
0.55 7.83 
0.70 7.83 
0.65 7.83 
0.70 7.83 
0.85 7.83 
0.65 7.83 

3.94 % 
3.94 
3.94 
3.94 
3.94 
3.94 
3.94 
3.94 
3.94 

9.42 % 
9.42 
9.42 
8.25 
9.42 
9.03 
9.42 

10.60 
9.03 

Average 0.69 9.33 % 

Median 0.70 

See page 15 for notes. 

9.42 % 
P 

- 5 - 6 

Indicated 
ECAPM Common 

Cost Rate Equity Cost 
(4) Rate (5) 

10.01 % 
10.01 
10.01 
9.13 

10.01 
9.71 

10.01 
10.89 
9.71 

9.94 % 9.64 % 

9.72 % 

P 

10.01 % 



EPCOR Water Arizona Inc 
Development of the Market-Required Rate of Return on Common Equity Using 

the Capital Asset Pricing Model for 
the Proxy Group of Nine Water Companies 

Adiusted to Reflect a Forecasted Risk-Free Rate and Market Return 

Notes: 

(1) For reasons explained in Ms. Ahern's accompanying direct testimony, from the 13 weeks ending January 2, 2015, 
Line Summary & Index, a forecasted 3-5 year total annual market return of 10.24% can be derived by averaging the 13 
weeks ending January 2,201 5 forecasted total 3-5 year total appreciation, converting it into an annual market appreciation 
and adding the Value Line average forecasted annual dividend yield. 

The 3-5 year average total market appreciation of 37% produces a four-year average annual return of 8.19% ((1 .37OZ5) - 
1). When the average annual forecasted dividend yield of 2.05% is added, a total average market return of 10.24% (2.05% 
+ 8.19%) is derived. 

The 13 weeks ending January 2, 2015 forecasted total market return of 10.24% minus the risk-free rate of 3.94% 
(developed in Note 2) is 6.30% (10.24% - 3 94%). 

The Predictive Risk Premium Model (PRPMTM) marketequity risk premium of 10.41% is derived by applying the PRPMTM to 
the monthly equity risk premium of large company common stocks over the income return on long-term U.S. Government 
Securities from January 1926 through November 2014. 

The Morningstar, lnc. (Ibbotson Associates) calculated arithmetic mean monthly market equity risk premium of 6.79% for 
the period 1926-2013 results from a total market return of 12.05% less the arithmetic mean income return on long-term 
U S. Government Securities of 5.26% (12.05% - 5.26% = 6.79%). 

The average of these three expectational risk premiums result in a 7.83% average market equity risk premium, which is 
then multiplied by the beta in column 1 of page 14 of this Schedule. (7.83% = (6 30% + 10.41% + 6.79%)/3) 

For reasons explained in Ms Ahern's direct testimony, the risk-free rate that Ms. Ahern relies upon for her CAPM analysis 
is the average forecast of 30-year Treasury Note yields per the consensus of nearly 50 economists reported in the 
ChiD Financial Forecasts dated January 1, 2015 and December 1, 2014 (see pages 11 & 12 of this Schedule).The 
estimates are detailed below: 

(2) 

First Quarter 2015 
Second Quarter 2015 
Third Quarter 2015 
Fourth Quarter 2015 
First Quarter 2016 
Second Quarter 2016 
2016 - 2020 
2021 - 2025 

Average 

JO-Year 
Treasurv Note Yield 

3.10% 
3.30% 
3.50% 
3.70% 
3.90% 
4.00% 
4.90% 
5.10% 

iLi?.!& 

(3) The traditional Capital Asset Pricing Model (CAPM) is applied using the following formula: 

Rs = RF + p (RM - RF) 

Where RS = Return rate of common stock 
RF = Risk Free Rate 
p =Value Line Adjusted Beta 
RM = Return on the market as a whole 

The empirical CAPM is applied using the following formula: (4) 

Rs = RF + .25 (RM - RF ) + .75 p (RM - RF ) 

Where RS = Return rate of common stock 
RF = Risk-Free Rate 
p =Value Line Adjusted Beta 
RM = Return on the market as a whole 

Source of Information Value Line Summarv & Index 
Blue Chip Financial Forecasts, December 1, 2014 and January 1, 2015 
Value Line Investment Survey, (Standard Edition) 
Ibbotson@'SBB1@'2014 ClassicYearbook- Market ResultsforStocks. Bonds, Billsand Inflation, Morningstar, Inc , 
2014, Chicago, IL 
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50%/ 42%1 42361 39%1 36% 1 3.5% 
CAPITAL STRUCTURE as of 9130114 
Total Debt $317 1 mill. Due in 5 Yn $7.6 mill. 
LT Debt $310.8 mill LT Intawst $22.0 mlll. 
(LT interest eemed: 5.7 x Lob1 interest 
:overage' 5.4 x) 
Lsases Uncaaltallzsd3 Annual rentals $2 2 mill 

(38% of Cap'l) 

36% I 3.1% I 25% I 2.5% I 2.9% I 29% 1 30% I 32% 
2280 I 236.2 1 268.6 1 301 4 I 318.7 1 361 0 1 3989 I 4193 

16.5 22,5 I 23 1 I 280 268 1 29.5 41 4 I 42.0 
37 4% 1 47 0% I 40.5% I 42.6% I 37.8% I 38 9% I 43.2% I 4t  7% 

- _  j .. I 12.2% I 85% I 69% 1 3.2% 1 5.8% 1 20% 
477% 1 504% I 48,6% 146.9% 1462% 1459% 1443% 1454% 

Common Stock 38,400,038 shs 
as of 10131114 

MARKET CAP: $1,4 billlon (Mid Cap) 
CURRENT POSITION 2012 2013 1 9/30/14 

6.6% 

8Q 
50 
40 
30 
25 
20 

38.53 1 38 72 38.00 37.54 Common Shs Outst'g Cm -E 
143 I 112 21.0 Avg Ann'l PIE Ratio 21.0 

ll.9% 1 12.7% I f1.5% 1 12.0% IRetumanShr.Eauitv 1 12.5% 

45% 1 47% 1 59% 1 58% /All Div'ds to Net Prof 1 58% 
ers In the aty of Big Bear Lake and in areas of San Bernardino 
County $old Chaparral City Water of Arizona (6H1). Has 728 em- 
ployees. Officers & directm own 2.9% of cmmon stock (4/12 
Prowl. Chairman: Llovd Ross President & CEO Robert J 
Spmwls Inc: CA. Ad& 630 Easl Foothill Boulevard. $an Dimas 
CA 91773 Tel909-394-3600 interne? www aswaler.com 

return on equity. States regulate the up- 
per limit as to what uttlitics are allowed to 
earn on the common equity dedicated to 
the water business. (Please note the cal- 
citlations on our pa e can vary significant 
ly from how regufators arrive at their 
numbers.) Hence, we estimate that Amer- 

($HILL.) 
Cash Assets 23.5 38.2 57.9 

1605 1534  128.7 3fher 
3wentAssets 184.0 191.6 586F -- 

surged since our October report. The 
price of the stock has  increased 21% well 
above thc 4% gain posted by the market 
averages. The entire water sector has done 
well, but American States' performance 

ican States' share ne1 declined 6% in 2014, 
to $1.50, because 2013's results were aided 
by a one-time recovery of certain e enses. 
In  2015, we expect earnings prr %arc to 
recover and rise 6%, to $1 .GO. 
Nonregulated operations could well 
be a swing factor in the company's 
earnings. American States provides water 
services to nine ciomest tr milftary bases. 
Profits from this segment can bo uneven, 
but they carry higher margins than the 
regulated water business. We estimate 
that this endeavor accounts for alniost 
20% of the utility's total earnings. With an 
estimated 50 to 70 bases exnwtod to mi- 

has 

,ndar 
2011 
201 2 
201 3 
2014 
2015 

True. these shares arc  ranked to pedorm vatizc their water operations in the &xt 
in line with tho market in the year ahead. few years, thc company may pick up an- 
IIowever, total return potential through other 15 to 20. This would make our long- 

Meanwhile, the company's earnings vatfve. 
2017-2019 is now below average. term earnings estimates somewhat conser- 

may be restrained by its current high James A. Flood Jantrarv 16, 2015 
L) Primaty eernin s Excludes nonrecurnng add due to rounding (C) in millions, adjusled for splits Company's Financlal Strength A 
ms/(losses). '04, '4s; '05, 136; '06, 3$, '08, (E) Dlvldends historically peid in eady March, Stock's Price Stabiilly 85 
46); '10, (23$) '11, I O $  Next sarnlngs report June, SeplBmbet, and December. Div'd rein- Prlce Growth Persistence 65 
i[i mid Febrziafv Ouarterlv earnmas mav not vestment Dlan avallable. Earninas Predlctabiiltv 85 
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_. 
.. .. ._ .. _ I  

CAPITAL STRUCTURE as of 9130114 
Total Debt $5910.2 mil Due In 5 Yrs $1034 0 mil, 
LT Debt $5540 6 mil. 
(Total interest covsrage: 3,Ox) (53% of Cap’l) 

LT Interest $278.0 mil. 

Leases, Uncapitalized Annual rentals $15.9 mill. 
Pension Assets 12113 $1383.6 mill 

Pfd Stock $16 0 mlll. 
Obllg. $1494.1 mill. 
Pfd Dlv’d $7 mill 

Common Stock 179,309,045 shs. 
as of 1013012014 

MARKET CAP: $9.5 bltllon (Large Cap) 
CURRENT POSITION 2012 2013 9130114 

24.4 27.0 74.1 
($MILL 1 

Cash Assets 
4750 5233 682.9 Other 

Current Assets 4994 5503 - 
Accts P8yable 279.6 264 1 2607 
Debt Due 385.9 369.6 
Other 
Current Liab % 
Ftx.Chg Cov. 297% 307% 305% 
ANNUAL RATES Past Past Est‘d ’11-’13 
ofch:henge[pareh) 1OYrs $Ye. t0’1749 
Revenues .. 3.0% 4.5% 

.” 325% 35% _ _  ._ 7 5% 
Cash Flow” 

.- _ _  8 0% 
Earnings 
Dividends 
Book Value I -  “5% 55% 

@ 

2015 Vaille tin@ Publi5hn LLC M rl ts mwed tnctl 
THE PUBtlSHER IS NOT RE?jPONSBLEQhOR ANY ERRORS 
of t may hc repmdured. riwld. m o d  w IrammW in any p&lle 

.. .. 439% 4 9 i %  469% 43.1% 43.2% 442% 461% 476% 46.5% 465% CommonE ul Ratto 48.0% 
* +  ’ 13300 

fS0OE 
I .  8692.8 9245j- 8750.2 92890 9561 3 95803 96355 9940.7 10600 11330 ~ ~ ~ l ~ ~ ~ l ~ l ~ ~ i i l ~  .. .. 87206 93180 999t.B 10524 11059 11021 11739 12391 11900 1 13450 NetPlant($mlll~ 

BUSINESS: Amsdcan Water Works Company, inc. is lhe largest New Jersey IS its largest maket accounting for 24 6% of revmum 
inveslor-owned water and waslewater utility in the US., providlng Has roughly 6,600 employees Depreciallon rate. 3.1% in ‘13 
services to over 14 miillon peopk In over 40 states and Canada BlackRock, Inc., owns 10 5% of shares outstanding. Officers & 
(Regulated presence iii 16 states.) Nonregulated business assists directors own 2 8% (3114 Proxy). Pres. & CEO: Susan Story 
munlcipailtlss and military bases with the maintenance and upkeep Chairman; George Mackenzle. Addr. 1025 Laurel Oak Road, Vow 
as well. Regulated operations made up 899, of 2013 revenues. hem, NJ 08043, Tel. 856-346-8200. Internet warnwater corn 
American Water Works probabfy ‘ust run systems. As vast sums of money are 
wrapped up a successful 2014. dan- required to finance thc modernization of‘ 
agement estimates Chat full- water infrastrurture. more 

cr share will come in a t  $2 ped local authorities arc willing 
rowing last ycar’s slight dip in heir systems to bigger well- 
line, this represents a nice rec capitalized utilitics. And. whilo most pur- 

chases aren’t that large, consummating 
eather, and about 30 mergers a year. adds up  in the 

continuin drive to improve 
margins tarough cost cutting 
inqs from acquisitions. Indeed, the compa- stock price soared 31% in 2014, or about 
n y s  expense margin has declined from twice that of the market average. 
41% in 2013 to a n  estimated 38% last We think that these shares may take a 
year. Moreover, we are expecting a 1.5% breather. Despi 
improvement in this ratio in both 2015 for the company 
and 2016, which should lower the rate to thc stock has bo 

3 (Avcrage) Mor 
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THlS VLPLRITH' 
STOCK lHaEX 

278 1 308 I 3.23 1 361 1 371 I 393 I 421 1 4.10 1 432 1 432 I 4.501 4751Revenuespersh 56! 

CAPITAL STRUCTURE 8s of 9130114 
Tot# Debt $1653 6 mill. Due In 5 Yrs $324.6 miti. 
LT Debt $1560 0 mill 
(Total interest coverage. 3.9~) (49% of Cap'l) 

LT Interest $70 0 mill 

Penslon Assets-12/43 $232 4 mill. 

Wd Stock None 
Common Stock 176,633,848 shares 
as of 10124114 

Obllg. $281.2 mill. 

MARKET CAP: $4.7 bllllon (Mld Cap) 

CURRENT POSITION 2012 2013 9/30/14 

5 5  5 1  4.8 
($MILL) 

Cash Assets 
Receivables 929 95.4 105.7 
Invenfory (AvgCst) 11 6 11 4 12.6 
Other 1507 59.8 84.4 
Current Assets 3353 -"Ti3 2075 
AcCts Payable 555 65.8 48.9 
Debt Due 1254 1230 936 
Other 933 78.1 92.9 
Gurrent Liab - 2742 2354 
Fix Chg Cov 413% 388% 389% 
r\NNUAL RATES Past Past Est'd '11-'13 
~f change (persh) 10 Yrs, 5 Yrs ID Y 7 4 8  
Revenues 65% 40% 50% 
'Cash Flow" 6.0% 66% tO5% 
Earnings 85% 11.0% 55% 
3lvidends 75% 7.0% 95% 
3ook Value 8 0% 6.0% 5.5% 

2013 .26 .30 .36 .24 I 1.16 
2; .31 -2 .27 1 7.20 2014 1 

201 5 .32 .31 f.30 
Gal. QUARTERLY WVIDENDS PAID 8. 

2013 14 .14 152 ,152 1 .58 
2014 ! ,152 152 .I65 165 63 

BUSINESS: Aqua America, lnc is the holding company for water 
and wastewater utilities that saw approximately lhree miilion resi- 
dents in Pennsylvania, Ohio, North Carolina, illinole, Texas, New 
Jersey, Florida, Indiana, and five other states Acquired 
AquaSource, 7/03, Consumers Water, 4/99: and 0th 
ply rwenues '13. residenlisl, 60.3%: commercial, 1 

Aqua America should record solid 
earnings in 2015, The company probabl 
posted decent results in 2014 as we thing 
earnings per share rose 3.4% to $1.20. 
This fi ure is much better than it ap ears, 
as 2018 was an outstanding ear ancfconi- 

arisons with it are  very di&icult, Fueled 
Ey an expanding rate base (on which the 
utility earns a return), WP expect share net 
to increase a healthy 8%. to $1.30 a share 
this year. 
Acquisitions will continue to remain a 
key part of Aqua's strategy. The U.S. 
water market consists of over 50,000 
municipally-run districts, many of which 
are  financially strapped and don't have the 
required funds to upgrade their anti- 
quated water infrastructure. Some are 
willing to sell themselves to a well- 
capitalfzed utility. Since there are man 
redundancies in the business, Aqua is ab& 
to integrate purchases and improve profit- 
ability by reducing costs. An estimated 20 
acquisitions were made last year, and we 
think that will reprpsent the low end of 
Aqua's long-term merger artivity. 
Dividend growth prospects arc excel- 
lent. Over the next three- to five-year pe- 

I I I I I I 
& other. 239% Officers and directors awn 8% of tho common 
stock: Vangurad Gmup, 6 6% Sfale dreel Capital Carp., 6 3%: 
Blackrock, Inc, 6.1% (4114 Proxy) Chairman & Chlef Executive Of. 
fioer Nffiholas DeBenodtctis Incorporated Pennsylvanla Addrass 
762 West Lancaster Avenue, B!yn Mawr, Pennsylvania 19010 Tel. 
ephone: 610-525-1400 Intemel: www aquaamerffia.com. 

riod, the utility's annual payout will likely 
be hiked 9% annually, a level well above 
that of tts peers. 
Nonregulated operations will proba- 
bly be affected by declining oil prices. 
Exploring for oil and gas domestically re- 
quires lar e quantities of water, which are 
usually sgipped to the drilling site by 
trucks. This is a n  expensive and cumber- 
some process. Aqua has simplificd the pro- 
ccdure by extending water pipelines right 
to the rigs. Energy producers arc willing t o  
pay high fres for such a service. However, 
with oil prices having declined b about 
50% since lest summer, energy exproration 
could fall substantially if crude prices do 

ented investors will find 
much to like about these shares. True. 
the stocks yield is lower than thc industry 
average. However, buyers typically have to 
sacrifice more current income to obtain a 
water utility with such robust dividend 
growth prospects. Indeed, the equity's rap- 
ita1 appreciation and total return potential 
through 2017-2019 are miirh higher than 
others in  the group. 
Ja me?s A. Flood Janiiarv 16, 20f5 

gs report due mid February Company's Flnanclal Strenglh A 
vldends historically paid In early March, Stack's Price Slabllity 100 

, Sspt. & Dec Div'd reinvestmant plan Prlce Growth Pemlstence 60 
ble (5% discount) Eerninas Pndiclabllitv 95 

(C) In millions, adjusted (or stock splits 



Exhibit PMA-RT 1 
Schedule 9 

Page 19 of 24 

BETA 55 (1 00- Market) 

Price Growth Persistence 40 

sra consensus 

LONG-TERM DEBT AND EQUITY 

Total Debt $121.6 mill. 
LT Debt $105.3 mill 
Ineludlng Cap. Leases NA 

Due In 5 Yrs. NA 

Pension Llabillty $ 3  mill in '13 vs 5.4 mill in '12 

Pfd Dlv'd Paid None 
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IIMELINESS 3 Raised 6120/14 

SAFETY 3 Lowercd?~?JIOI 
rECHNlCAL 2 RiKed 1116115 
BETA 70 (100=Matk@ 

2017.19 PROJECTIONS 
Ann'l Tota 

Prlce Gain Relurn 
High 35 (+45% 97% 
tow 25 (46% 1% 
Inslder Declslons 

F M A M J J A S O  
IoBug 0 0 0 0 0 0 0 0 0  
D p m  0 1 0 0 0 0 1 0 0  
ioSell 0 0 0 1 0 0 0 0 0  
lnstltutlonal Decisions 

laM14 2MM4 3WM4 
IO B 64 57 53 
l a d  58 56 53 

6691 671 6.45 648 
30.36 

178 I 17.8 196 271 
25 24 1 25 87 -30 29 

,.9: 1 101 
I 1.27 1 139 

4.0% 4.3% 44% 
CAPITAL STRUCTURE as of 9/30114 
rota1 Debt $491.1 mill Due In 5 Yrs $89 3 mill 
LT Debt $422 8 mill LT Interest $27 0 mill 
[LT interest earned 3 4x, total int cov , 3.2~) 

(40% of Cap?) 
Penslon Assets.12/13 $266 2 mlll 

Pfd SIock None 
Obllg. $383.2 mlll 

Common !Hook 47,803,849 shs 
as of 10128114 

90% 1 93% 6.8% 8,1% 99% 96% 86% 8.0% 
MARKET CAP: $1.2 bllllon (Mld Cap) 21% 21% 10% 18% 3.8% 38% 3.0% 2.3% 
CURRENTPOSITION 2012 2013 9130114 77% 78% 86% 77% 61% 60% 66% 71% 

($MILL,) 
Cash Assets 38.8 27 5 29.5 
Other 107.8 112.0 147.8 
CurrentAssets '-Tf95 
4ccts Payable 46.8 55.1 71.9 
Deb! Due 136.3 54.7 68.3 

64 
48 
40 
32 
24 
20 
lfi 
12 

0 
6 

1 THIS KARITH' 

1 yr. 0 7 6.0 
3yr. 48 1 13.7 

6%; industrial. 5%. other 1%. '13 reported depreciation rate 3 8% 
Has 1,131 employees. President, Chairman, and Chief Executive 
Offier: Peter C. Nelson. Inc: Delaware. Address 1720 North First 
Street, San Jose, California 951 12.4598. Telephone 408.367- 
8200. Internet. www.caiwatergroup.com 

respectively. This rate was significantly 
below the average of the typical watcr util- 

the coming year, we arc conserva- 
cstlmatirig tliat there will be a $0.03 

increase. Furthermore, anrtual 
hikes through 2017-2019 could be in the 
7% range. 
California Water is not being 
meaningfully impacted by the area's 
severe drought. State regulators have 
Implemented rules so that water utilities 
won't be penalized for a dcclrnc in water 
consumption due to conservation 
measures. Also, future demand should be 
met with water from lhe company's own 
wells along with a dependable secondary 
source that sells its bulk water. Moreover, 
any change in the price of watet will just 
bc passed along dircctly to consumers. 
These shares do nut have much to af- 
fer. Despite a strong balance sheet and 
solid dividend growth prospects, the recent 
strong price showing by the cquity of Cali- 
fornia Water has greatly redurcd its near- 
term attractlon. Moreover, total return 
potential thrort h 2017-2019 is below aver- 
y e  for a stock ffoilowrd by b&lcrt. Line 

ames A. Flood January S6. 2015 
I 

\ Basic EPS Excl nonrecurnng am (loss): Nov. a Uiv'd reinvestment plan available. (E) Excludes non-rog rev Company's Flnanclal Strength E++ 
Stock's Prlce Stabllity 95 

"P ranort Ala mid.fahnl%N IRI ntutdrmdc I 'IRkh Price Grawth Pernlstence 4n 
id, (46); 01, 2$, '02, 4$, '1 1,4$. Jex! earn- C) lncl intangible assets In '13 $18 2 mill., 1 

vldd Wnbffl warranus 01 a klixl 
non conunerciai, wternai use "& pan 

I J" ."r"..-"" ... ". "" -I.I ,-, ~ "" -- _ _  - - _  
Aug., and I (D) In millions, adjusted for splits 
rl ts reserved fadcrd inatMia1 IS obtatned born PW 
E?OR ANY ERRORS OR OMISSIONS tfERElN This 
mncinlnd in any p~~ed eletuMwcot Mher r m .  ti u&o elmmu pUhllCilmn wme M PmQUCI 

http://www.caiwatergroup.com
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0 0 0 0 0 0 0 0 0  %i% 0 0 0 0 0 0 0 0 0  
lpsen o o o o o o o o o  
Institutional Decisions 

iazm m b i a  swot4 PRIOant ,2 
tO8W 44 40 so nhllmc R ".."..._ " $$w 43zi 43ii 42ii] traded 4 

1998 1 1899 I 2000 I 2001 2002 I 2003 

155 1821 1 8 2 ' 2 1 5  243 23.1 

(Total interest covonge: 4 4x 

Leases, Uncapitalized: Annual rentals $ 1 mill. 
Pension Assets $56.8 mttl 

Obllg, $64.2 mill 

Pfd Stock $0.8 mill. 

Common Stock 11.1 12.589 shs. 

Pfd Divd NMF 

9 4 ,  7 2  6 7  8 8  9.4 102 98  99  136 183 210 22.5 NetProflt($milll 26.0 
229% _. 23.5% 32.4% 27.2% 195% 352% 41 3% 320% 280% f9.0"h 20.5% IncomeTaxRate 30 5% 

42.8% 1 44.9% 444% 478% "@% 50.6% 495% 532% 49.0% 469% 455% 47.0% lonn-TenDebtRatio 480% 
.. _. -. ._ 17% .- I. 17% 20% 3% 20% AFUM:%toNetProfit 20%. 

56.7% 546% 55.1% 518% 52.7% 49.1% 50.2% 465% 508% 529% 545% 5X& CommonEqullyRatlo 52.0% 

246 1 247 7 268 1 2843 3023 3252 3442 362.4 447.9 471.9 5'00 530 NetPlant($millf 500 
155.1 172.3 1741 193.2 1965 221 3 225,6 2542 3646 3736 385 425 TotalCapitalffmlll) 500 

70% 5.0% 49% 5.5% 59% 5 5% 54% 4.9% 4.8% 5.9%. 6.0% 60% Return on Total Cap'l 6.5% 
106% 75% 69% 87% 90% 83% 86% 83% 73% 92% ?O&h lOO% ReturnonShr,Equity 100% 
106% 76% 7.0% 87% 91% 9.4% 87% 8396 !3% 92% 10.0% 100% ReturnonComEqulty 10.0%- 
31% 3% NMF 16% 19% 23% 16% 14% 28% 38% IS!  5.0% RetalnedtoComEa 53% 
71% 1 %% I 105% I 82% I 79% 1 76% 1 81% I 83% I 62% / 59% I 83% I 53% /All Dlv'dstoNetPmf I 56% 

BUSINESS: Connecticul Water Servlce, Inc is 8 non-operating Maine. Acquired The Maine Water Co , 1/12, Biddeford and Sac0 
holding company, W ~ O S Q  income is denved from earnings of its Water, 1 CT Has about 260 employees Chair. 
wholly-owned subsidiary wmpanies (regulated water utilifies) Its manlPres nc W Thornburg. Officers and direclors own 
largest subsidiary, Connecticut Wator, accounted for about 85% of 2.4% of t stock, BlackRack, Inc 7 3%: The Vanguard 
the holding company's net hcwne In 2012, and provkles water Group, 3 8% (4/14 proxy). Address 93 West Main Slreet, Clinton, 
services to 400,000 people in 55 towns throughout Conneckleu1 and CT 06413. Telephone: (860) 669-8636. Inlernel. w clwater com 

to an IRS tax refund. In addition, Con- suance af new debt will be required arid 
necticut Water was able costs by the quality of Connecticut's balance sheet 

operates may decline somrwhat, but it still should 
remain in relatively good shape. 
Two future projects will increase the 
company's revenues. Pipelines are being 
extended to include the town of' Mansfield 
and the main campus of the Universit of 
Connecticut in Storrs to rxpand d n -  
necticut Water's service area. 

year, these num- These shares have lost most of their 
ber would be more impressive. appeal. Like the rest of the sector, the 
Capital expenditures are ex ected to stock of Connecticut Water has out- 
rise a sizable 20% in 2015. e i k e  most performed the market b a wide margin 
water utilities, Connecticut Water is in the since our Octobcr report. hence, the equity 
process of u grading a n  antiquated infra- is now less attractive on a relative basis. 
structure. d estimatc that about $46 mil- The Timelessness rank has also been 
lion was spent on modernizations in 2014. dropped a notch to 3 (Average). Moreover. 
The company has announced plans to in- prospects to 2017-2019 are now well below 
crease this total to $55 million this year. average compared to othcr stocks in thr 
Connecticut Water's finances should Value Line universe. 
be able to handle the additional capi- James A. Flood Januaiy 16. 2015 I 

(A) Diluted earnings Next earnings report due June, September, and December Dw'd rein- lion/$:! 87 a share. Company's Financial Strungth 8* 

in '12 due to rounding (C) In millions, adjusted for split. Price Growth Persistence 50 
early February Quarterly earnlngs do not add vestment plan available. Stock's Price Stabillty 90 
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79 100 187 126 128 171 139 146 123 115 119 1 4 0 1  113 136 132 1 1 1  .99 Relatlve Pi€ Ratio 
54% 44% 42% 38% 37% 35% 34% 3.5% 37% 37% 40% 47% 1 4.2% 40% 40% 37% 36% Avg Ann’l Div’d Yidd 

3APiTAL STRUCTURE as of 9130114 71.0 746 811 861 910 9121 1027 1021 1104 114.8 f78 f25Revenues($miil) 
rota1 Dabt $185.3 mill Due In 5 Yre $56 4 mill 
hT Debt $129 2 mill LT Interest $4 5 mill 
,LT interest earned 6.0~) 

(40% of Cap’l) 

PenslonAssets-lUI3 $46 4 mill 59.5% 57.0% Common Equily Ratio 

Vd Stock $2 4 mill Pfd DWd: 8.1 mill. 
Obtig. $56 0 mill 330 350 Total Capital (Sinill) 

480 470 Net Plant ($mill) 

and operation of regulated water ulilily syslemi in New Janey. Del- 
aware, and Pennsylvania It also operates water and wastewater 
systems under mntract on behalf of municcpal and private clients in 
NJ and DE le Middlesex Svstem DroVideS water SeNices to 60,000 

5 1  
23.7 
28.8 
7.2 

36.1 

- 

t always a good 

cts are not 
d for a water 

2011 ,183 ,183 183 185 73 ably enough to enable thc company to earn 
2012 165 ,185 185 ,1875 .74 $1.10 a share, a solid 7% incwatsc over 
2013 1875 ,1875 .I875 19 .75 2013. Modcst rate increases in both New 
2014 19 19 19 ,1925 76 Jersey and Dclaware wcrc most likely be- 
2015 hind most of thc Rains. AI1 things consider- 

Common Stock 16,111,268shs. 
Y of 10131114 

MARKET CAP: $350 miillon (Small Cap) 
CURRENT POSITION 2012 2013 

3.0 4 8  Cash Assets 
21.6 21 0 %her 

:went Assets 24.6 25.8 

($MILL.) 

-- 
4ccts Payable 3.8 6 3  
@ p u e  

- 
@/30/14 

nues. AI 12131113, the company had 279 employees. lnco 
NJ. President, CEO, and Chairman, Dennis W. Doll. C 
directors own 3.3% of the commix stock, BtackRoc 
Vanguard 33%. (4/14 proxy) Add 1500 Ronsm Road, 
08830 Tel: 732.634.1500* Internet‘ www middlesexwater corn 

ed, this was a good showing, considering 
that the company lost its largest client (a 
Mess refinery) and the borough of 
Sayreville less than two years ago, In 
20 15, the increase in profits will probably 
be less irnprcssive, as we estimate only 
calls for a 4%-5% advance in share net to 
$1.15. 
The balance sheet may be small but it 
is relatively solid. WIth net plant just a 
little north of $450 million and total capi- 
tal of only about $330 million, Middlesex 
has better than avera e financial metrics 
compaied to the rest opthe industry. 
More attractive candidates can be 
found for those investors insisting on 
being involved in the water utility in- 
dustry. If a water utility stock must be 
selected, wc think that most current 

luarions in the group are too high. Morc- 
ver, Middlcsex would not be our recom- 

mendation. Typically, utilities with subpar 
dividend growth prospects niust com- 
pensate bu ers by having a much highcr 
yield. Middfesex’s yicld does not appear to  
bc high enough to make up for its poor div- 

___. 

iangs 
2019 
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- - - - 
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2.t5 
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lnstltutional Oeclsions 
1Q24f4 10014 JPlD14 

753  788 790 817 a40 9 1  
1901 1827 1827 1i3.27 1827 182; 

131 155 33.1 165 17.3 1 5 ~  
68 88 215 95 94 81 

3.9% 30% 21% 30% 34% 35% 
CAPITAL STRUCTURE as of 9130H4 
rota1 Debt $393.3 mill Due in 5 Yr5 $21.2 mill 
f Debt $384 5 mlll LT Interest $1 8 1 mill 
Total Interest coverage. 2.9~)  

.eases, UncapHallzed Annual wntals $5 5 mill 

'ension Awe& $91 4 mill 

*fd Stock None 

:ommon Stock 20,238,134 shs 
a$ of 10/24/14 

(52% of Cap'i) 

Obllg. $128 7 mill 

(EMILL.) 
hsh Assets 2 5  2.3 5.6 
lther 404 37.4 64.9 
:urrentAssets 397 70 5 

)sbt Due 207 23.0 8.8 
Xhet 19 9 23,6 30.7 
:urrent Llab 59.2 

\ccts Payable e 5  12.6 12.3 

tevenues 5 5 %  4.0% 40% 
Cash Flow" 6.0% 40% 5,PA 
Iamings 35% ,596 7.0% 
hidends 45% 35% 6.0% 

serve a population of approximatsly one million people m the San mercial mal estate Investments Has about 379 employees Chrm. 
Jose area and 11,000 connections Mat sew8 approximately 36,000 Charles J ToenlskoeKer Inc ' CA. Address 110 W Taylor Street 
residents In a SeNke area in the region between San Antonio and San Jose, CA 95110. Tel: (408) 279-7800 Inl' www sgwatercom 

new debt because internaliq 
pany for expenses incurred in revious generated funds will not cover the entire 
years. The delay in recovering t i c  revc- long-term ca ita1 budget. The common 
nues was the reason for the previous four ectuity-to-iotilPcapitat ratio will most likely 
quarters having negative year-over-year decline from the current 48% level t e  
romparisons. We are not backing out the about 46.5% by later in the decade. This 
profits as a nonrecurring item becausc should leave the utility with marginally 
they were earned by the utility's main below-avera e finances. 
business during the course of normal opor- Shares of !$JW do not have good near. 
ations. Its just  that they were recognized term pros ects. Our pro rictary system 
all at the same time. investors shouId noto has drop e f t h e  ranking o?SJW onc'notch 
that SJWs P/D and relative P/E ratto will to 4 (Bofow Average) for year-ahead rala- 
be out of kilter for the next three months 
Earnings in 2015 will not be as poor as Long-term prospects are not en- 
they will probably ap ear. Excluding coura ing either. The 18% rise In the 
the large one-Lime item taren by SJW last rice oy the equity since uur Ocrober re ort 
r r ,  we estimate that the utility cuuld gas reduced much of SJWs appeal. &ith 

ave shown close to a double-digit increase the stock already tradin in our 2017-2019 
in earnings per share. projected Target Price gange,  both total 
SJW is in the midst of overhauling its return and rapital appreciation potential 
outdated infrastructure. To remove and are not irn ressive. 
install new pipes, as well as repair and JamesA hood Janiiarv 16. 2015 

tive perfoimancc 

d due to mundln , 

ent plan avanable. Earnfnas Predlctablllhc 

(C) In millions, adlusted for stock splits. Compan 'E Financial Strength 81 
vidands historicafy paid in early March Stock's !&lee Slablllty 80 
Seplember, and December rn Div'd rein: Prlce Growth Perslstence 30 
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Total Debt $84.9 mlt, Due in 5 Yre $19.5 mill. 
LT Debt $84 9 mill. LT Interest $5 1 mill 
(Total interest coverage 4 Ox) 

Pension AS&& 12/13 $27 1 mill. 

Pfd Stock None 

Common Stock 12,809,217 shs. 
as of 11/4/14 

Obllg. $32.1 mill 


